Vouching O 
ee 


1. Meaning 

As a rule, whenever any goods are bought, the sell 
gives a description of the goods purchased, the price paid and oth ; 2 
such receipt is called-a voucher. An individual buyer may not attach any importance to such 
receipt and may even throw it in a dustbin, but a voucher is an important document fora business 
organisation and is carefully filed. All transactions“in the books of account are based on such 
receipts which vouch for the authenticity of the transactions. As such, there should be no entry in 
the books of accounts without its voucher, and there should be. no voucher without its entry. This 


is meant to examine the results of give-and-take transactions recorded in the books of accounts, 


er of goods issues a receipt to the buyer the 
er relevant details. In auditing 


1.1 Definitions 

Some leading authorities have defined vouching as under: 

(1) According to J.R. Batliboi, “Vouching means testing the truth of the items appearing in the 
books of original entry.” 

(2) Arthur W. Holmes defines vouching as “the examination of the underlying evidence which is 
in support of the accuracy of a transaction. The process of vouching is intended to substantiate an 
entry by proving authority, ownership, existence and accuracy.” 

(3) According to Lawrence R. Dicksee, “Vouching refers to the examination of entries made 
in the account books, with the documents, on the basis of which the accounts have been 
written.” 

(4) In the words of Ronald A. Irish, “Vouching is a technical term which refers to the inspection 
of documentary evidence supporting and substantiating a transaction.” 


(5) Joseph Lancaster has this to say about vouching: “It is often thought that vouching consists 
of the mere examination of the vouchers, or documentary evidence with the book entries. This 
however, is quite wrong, for vouching comprises such examination of the ledger entries as will 
satisfy the auditor that not only the entry is supported by documentary evidence, but it has been 
properly made in the books of accounts.” 


On the basis of the above, vouching may be defined as an examination of the entries made 
in the books of accounts on the basis of vouchers and check the authenticity of the vouchers. The 
purpose of such examination is to ensure that entries made in the books of accounts are correc 
reasonable and authorised. 

Se —— een, 

The various definitions of vouching highlight the following characteristics: 

(1) Scrutinizing of Entries with Vouchers: In vouching, the entries made in the books of 
accounts are scrutinized on the basis of relevant vouchers: Vouchers help in verifying the 


~ A 
\ authenticity of the entries made in the relevant accounts of the business 
Jo ee Se Se eae aan . 
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(2) Documentary Evidence \ f 
documentary videne An ; 
authentic of the entries de rey ne 
(not copies) and related mo 

(3) Examination of Entries b , 
is to ensure that: 3 Y going behind the Tr ion: The j 
transaction. is. di ary Tansaction is related to the business of the enterpribe, (b) the 

‘transaction amount is eae eelly recorded in the relevant books of a ae io the 

authorised alee nee and accurate, (d) the transaction ios bead made by si 

not confine himself to the na Nei In other words, the auditor or the examiner does 
of the transaction to establish the ee or eea a T 

(4) Routine Checking as Part Vouching Serene 


vouching starts with routine checkin 


— Vouching | 


as the Bac; 
asis of V : ae : 
ouching: The main basis of vouching is 


eds to exam; 

ithe ey re the relevant vouchers to certify the 

rtinent to th is ACCOUN: The vouchers must be originals 
Ne entries, and must be authentic. g 


8: Routine checking is a part of vouching. In fact, 
g, and one complements the other. 


(5) Vouching as t ; 
= he Backbone of Auditing: Vouching is the backbone of auditing, and 


1.2 Difference between Vouching and Routine Checking 


As discussed in the previous chapter, routine checking involves examining the primary 
books of accounts and adding up the figures, carrying forward the figures so added and posting 
the same to arrive at the balances in the accounts. The auditor uses distinct ticks in routine checking 
and tries to establish genuineness of records, i.e. the costs are correct, the postings are correctly 


made and that there are no alternations after such postings. 

Vouching, on the other hand, helps in verifying the authenticity and authority in the primary 
s. Routine checking merely clarifies the arithmetical aecuracy of the accounts; it 
correct presentation_of accounts or on the accounts being authentic 


and there being no malpractices in the accounts. Insuch situation, the auditor needs to take recourse 
ON in accounting. Asa result, the auditor is in a position 


tovouching, which uncovers the hidden faults 
to pinpoint the deficiencies or malpractices in the system. Besides this, it becomes clear whether the 
relevant transactions in the accounting year have all been recorded, or any have been left out — 
i ingi i ing i ine checking —just 
i hecking is a part of vouching. Vouching includes routine c g—j 
idit so, why: Roun Oe nT extensions and other calculations, in the 


bogks of account 
does not shed any light on the 


| as it includes checking of cost, postings, carry forwards, $ 
| original books of entry. 
1.3 Objects of Vouching 


i main objects of vouching: | 
eee ie ns connected with the business have been recorded in the 


in that all transactio 
(1) To ascertain ce snd that nothing has been left unrecorded. . . 
o f been recorded which is not connected with the business 
adas e business has been 


action 3 i 
a ae E E eT that no extra item having no concern with th 
of the enterprise, €- 
recorded, and 


. ntries f 
(3) To examine that all Bea evidence av 


su orted b ——— 107 
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i i horised are genuine and 
or transactions which are aut g 


ailable in the business. 


eee nea — 


In this regard, Spicer and Pegler have observed that “One of the } 
to ascertain not only that money has actually been paid away by the business 
made in respect of a transaction related to the business.” 


principal objects of vouching is 
but that the payment has been 


1.4 Importance of Vouching 


Vouching is the first step in auditing because the authentic of the entries made in the account 
books is verified by il. A töüüine check only reveals the arithmetical accuracy - it does not shed any 
light on whether the entries in the account books are relevant to the business and are made by the 
authorised person. Vouching certifies that all transaction pertaining to the financial year have been 


recorded and nothing has been left out. In other words, it ensures that the transactions recordea 
d are made by the authorised persons. Vouching 


in the books of accounts are relevant, correct ane j 
helps the auditor to reach the source and certify whether or not the recorded entry is correc: and 
relevant, which helps in pinpointing malpractice and fraud. To assert the importance of vouching, 
De Paula has said, “Vouching is the very essence of auditing, and the whole success of an audit depends 
upon the intelligence and thoroughness with which this part of the work is done.” 

o nt throws li f vouching. The maintain of auditing 
s for the 


The above statement throws light on the importance o 
is to report to the client whether the Profit and Loss Account shows the true profits or losse 
year or not, and in the same manner, whether the Balance Sheet depicts the true financial state of 


the business or not. 
The report of the auditoris based on the examination of books of accounts and the examination 
of books of accounts is based on the available vouchers on the basis of which the books of accounts 
are written. In this manner vouching is:the basic foundation of the auditing process, and only 
when it is strong can the auditor issue a correct report. 
Apart from the above discussion on the importance of vouching, the decision of JusticeTalbot 


in the case of Armitage vs. Brewarand Knott also brings out that vouching plays a very important ~ 


role in the complete audit proc 
had not been vouched as a resu 
committed by an employee. In the case the 

the case the judge was of the opinion that while examining any tral saction vouching and routine 


checking should not be ignored. Vouching is as important as any other task. 
Hence, it is cle 


ar that while conducting an audit vouching must be done. According 

to Lancaster, “It should be realised, however, that the very nature of vouching renders it a practically 

indispensable phase of every audit and that where curtailment of the auditor's duties in this direction is 
contemplated, the risk that may be incurred should not be overlooked.” 

In relation to the importance of vouching some experts are of the view that “vouching is 
the back-bone of auditing.” This comment appears to be totally correct, since vouching enjoys the 
samé importance in the auditing process as the backbone does in the human body. The structure of 
the human body is able to stand due to the back bone only and if the | backbone is weak or broken, 
it has a devastating effect on the human body. The person is not able to stand up or walk properly 
and nor can be do anything else. The situation of vouching in the auditing process is also he same. 
If the vouching is weak, i.e. if vouching has not been done properly, then the correctness, accuracy 

_and truthfulness of the audit cannot be relied upon. Such an audit is pointless and will not succeed. 
__ Auditing without vouching is like a building without a foundation which can fall To the ground 
any moment. Hence, it is not an exaggeration to consider vouching the ‘essence’ of auditing. 
pe 
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2. voucher . tian inl Vouching 


2.1 Meaning 


] "i 
Voucher is the documentary evidenc t 
. e that 


accounts. Whenever authenticates 
of 2 vel somebody buys thenticates the transaction entered in the books 


h memo, Which i . anythin 
or cas hich is a proof of the ae the market, the seller gives hirn a receipt 
‘ at is made, and on the basis of whi f 

re > Da ch both the 


buyer and the seller make an entry ; l 

to record a transaction in the as In their books of accounts. Thus, the documents that are used 

evidence of a transaction. It can be an books are called vouchers. A voucher is the documentary 

cues a Teceipt, an invoice, a bill or any other doctimentar eviden. 

2.2 Definition — sere the: y . 
Scholars have defined a voucher as follows: 


(1) According to Arthur W, H 7 
rence 1 - Holmes, “A voucher is any documentary evidence in support of a 


3) According toR oh ee 
(3) ey onald A. Irish, A voucher may be a receipt, an invoice, an agreement, a materiel 
q slip or, in short, any suitable written evidence which confirms a written transaction.” 
(4) In the words of J.R. Batliboi, “A voucher may be defined as a documentary evidence of an 
entry appearing in the books of accounts.” 
The above definitions highlight the following characteristics of a voucher. 


(a) A voucher is a written document. 
(b) Any entry in the books of accounts is made on the basis of a voucher. 


(c) Vouchers are presented as evidence of the accounts. 
(d) Vouchers describe the details of a transaction. 
(e) Vouchers help in certifying the authencity and correctness of accounts. — 


2.3 Kinds of Vouchers 


Vouchers may be of the following kinds. it 
: A written evidence in-origina 


the written evidence ofa purc 


h i . 

aving made a payment. , In case the primary voucher is not available, copies thereof or related 
Ved £ t or subsidiary. €y idence is made available to establish the 
in suppor” -crction of the auditor. Such evidence is called a subsidiary 


SQeuments.are pro uced faction o | 
authenticity of the transaction to the packing notes, etc. are the examples of subsidiary vouchers 


Lof any transaction is called a primary 
hase and a receipt is the evidence of 


Voucher. Purchase-order, bill of lad her 
which are the outcome of the primary He y amii the subsidiary or collateral evidence actos 
le ; ire toe =o satisfy himself that, in 
"tne tne auditor may MAU CE eo BAY R O yaent re 

€ primary voucher is avauar™: . ; nt was allowed W en ii 
tase of goods purchas ed on credit, n° dis ca vequilre to examine the purchase order, the related 

the auditor via er and other related documents. 


Was made, In such a case, 1 | A 
nce e primary Y- 
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orre spondence (if any), th M ae, 
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2.4 Examination of Vouchers ditor does his scrutiny of the crn of aCCOUun, 
‘ i 1 the audito ‘taleifjed or fabricated, or they n. 
Joucher is the basis of vouching, anc o he falsified or t£ A 2Y Ma 
b Pre pein vouchers. But the vouchers can also aa books. The vouchers may ai, 
RX P c D. s ` 
be edie ne than once to support a default in the acco 


8) 
any member of the staff or Other 
not be related to the business, and may be personal vouchers o ee is an entry in the aCCOUn 
officer of the company. The auditor needs to examine not aes the entry made in the accoun; 
books with respect to a voucher, he also needs to ascertal ir case the voucher tè unrelated > 
books is correct and relevant to the business of the enterprise. ill become invalid. For this reason 
the business or is incorrect, the entry in the books of accounts i ahe ando need: lo ki 
the auditor needs to be very careful in his examination of vouchers. 
kind that: 


(1) The voucher is issued to the organisation or its owner. 
(2) Itis related to the business of the organisation or enterprise. 


(3) If the voucher is in the name of any_ officer, partner or employ se of Ae a 
the transaction for which the voucher has been made is related to OF the 
enterprise. 


(4) The voucher is made on a printed form. 


(5) The voucher is dated, and the date is related to the_transaction recorded in ihe books of 
accounts. ag 


(6) The voucher is consecutively numbered and is filed serially and in order of entries in the 
account books. ~~ F ~ 


(7) The amount in the voucher is both in figures and in words. 


(8) The voucher is signed by the person who has received the ayment and is duly stamped- 
ved the paym ary 

(9) The voucher bears a revenue stamp if the amount involved is more than Rs. 500. 

(10) The voucher is signed by a person who is authorise | T 


d to do so. 
(11) If a voucher requires some special scrutiny, the auditor should proceed continuously 
and use special ticks for its checking. Y aerfa a 
(12) The amount and description in the voucher must tally with the same in the books of 
accounts where the transaction is recorded. 


(13) The vouchers which have been 


ES De as 


(14) The auditor should not take any help fr 


(15) So far as Possible, all vouchers relating to a 
orasac i 


sitting ti y 
on inuous.process., 


particular account should be checked in one 
(16) Incase there is any | 


—— 


(17) The auditor should 


© (18) Test checking 'should b d demand their du 


EN ie e 
< c eresorted to only w | ~~r duplicate capi 
-System is in operation. Y When the AXditor is satisfied that the internal 


4110 (PS gee i 
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(19) While auditing the [ee T 


; . accounts, j 
informe ; ls, if the aud; 
ation about arcane “WM the auditor feels the ; 
Ouchers, he sels that there is need for any additional 


required informati sl ; 
e Soniy ormation later, ould note it down in the ‘audit book’ and get the 
aso o, is any specific Provision į 
5 | With respect to vouching fie cf edie deed or the memorandum of 
2.5 Vouching of Cash Book , the auditor should abide by such provision. 
Cash book is the ‘ 
Pins Of the dah ‘i most important financial book f i 
"the cash book assumes added ; ook for a business concern, and as such 
misappropriation of cash which is d ed Importance. Most errors and frauds are the result of 
therefore, must be extra careful in dek by manipulating the receipts and payments. The auditor 
of cash is unrecorded in the cash b : ng the items of cash and ensure that no receipt or payment 
aT eenetal, the auidibay ak os age no fictitious payment has been entered in it. 
ook is done with the followi in vi í 
(1) To ascertain whether e following ends in view. 
€ or no j 
book. ay CON AA AE t all receipts and payments have been recorded in the cash 


(2) To ensure that no irrelevant or fraudulent payment hax heme aie: 
(3) To ascertain whether or not the receipts and ats 
edj, ‘To-verify whether or not the cash i ki payments have been correctly recorded. 
There are two columns in och ares on cashvat bank are ee 
O E N Rec! a cash book: (a) Cash Receipts and (b) Cash Payments. 
8g eceipt Side of Cash Book: Vouching of the Receipts side of a cash book is 
more complicated, the vouching the payments side because the evidence of receipts is not direct 
since the payment of such receipts is made by other parties and the entries in the cash book are 
made > internally. Spicer and Pegler have explained this in the following words: “From the auditor's 
point of view the operation of vouching of receipts is more difficult than vouching_of payments 
since only indirect evidence can, as a rule, be obtained.” l 
~~ The auditor, therefore needs to be extra careful in checking receipts in a Cash Book. He must 

keep in mind the following: 

(1) Internal Checking: The auditor needs to satisfy himself that the internal check system 
in operation is good and reasonably reliable. He needs to understand the rules and regulations 
invogue for issuing recéipts, making records ae and T w w aan 

5 i isappropriation of runas, 1 
necessary to ensure that there is no misapprop epee A aree 


thorough examination. he ma for example, check a few items a i 
3 ” he has reason to assume the remaining ones will be correct. 


bein order and free from irregularities, ison to assu 
(2) List of Receipts: The auditor needs to examine that all receipts received Jin a day and the 
mount oF cash th sof is recorded ina List of Receipts, and that the same are recorded in the Diary 
or the Rougt iBook and later in the Cash Book. He muist check the two from time to time. 
6 iia ior of Cash Books: At the start of the audit, the auditor tee asin = 
R ) Reconciliation Di and compare it with the Cash Book, because there is a. ts 
posit that $0 or thn corded in the Rough Cash Book might not have been recorde in the 
ibility that some 1 , 
Cash Book. ape i 
(4) Receipt Issue System™ 
ksue System, and a proper control ove 


Ollow; a : 
Owing points: - ed forms. l a 


Tata recep oe 
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| i by the auditor is that there is a Receipt 
Another pointe Dae aa k. He should keep in mind the 


r the use of Receipt Boo 


a 


m — 


a ae a 


arbon copy of eac 
arately and conse 


h receipt. 
cutively, numbered, 


(ii) That there is a counterfoil or c 
Gii) That all receipts and Receipt Books are seP 
(iv) That the particulars in the receipt, i.e. the d 
recorded in the Cash Book. 
_, (v) Blank Receipt Books must be in the custody of 
A the staff. 
(vi) The receipt must be signed by the authorised member(s) of pies ; 
(vii) There should be no other signature on the receipt excep mene ‘At of T such grao, 
(viii) If there is a system under which a receipt accompanies ea tae m jedas] 
(usually known as a delivery note) should be properly signe’ to the 
customer. —— 
(ix) There should be a strict observance of the system of kee 
copy of each receipt. 
(x) Incase a receipt is written wrongly or has to 
taken out of the Receipt Book, and the word 
5. Bank Deposit System: In case the receipts are 
receipts deposited should be reconciled with the bank's pay-t 
that the counterfoils of the bank’s pay-in-slips are duly signed and stam] 
6. Abiding by the Rules: In case there are any other rules in vogue for granting receipts, 
making records thereof or dealing with the bank, these should strictly be adhered to. 


ate, amount, name, etc., are the same ,, 
c "i Cas 


an authorised, and responsible member of 


ping the counterfoil or carbon 


be cancelled for any reason, it should not be 
‘Cancelled’ should be written on the receipt, 
‘deposited in the bank, then the total of the 
in-slips. It also needs to be checked 
d stamped by the bank's officer 


, 4 
Chea 5 


Important Items of Receipts Side (Debit Side) ` 
(1) Cash Sales: The system of internal check of cash sales is of utmost importance ina business 


R mamare pa 


The effectiveness of the internal check system in operation, therefore, needs to be ensured. The 
auditor should check the carbon duplicates of the cash memos with the summaries of cash sales. 
He should compare the Sales Abstract with the Cash Analysis and then check up the cash Book. In 
case the auditor detects any discrepancy, he should immediately inform the client. 
ay possibilities or fraud or musa pptoptiation ste more in cash sales. The auditor, therefore 
must be extra careful in vouching cash sales. As Lancaster has very aptly put it, “Vouching o 
sales is more difficult than that of purchases’’ ee Tigi ered $ 
aaen a E Dekio Tine i salesmen’s abstracts, cashier's summaries: 
is SETAE ic Ave air HOENER ee ais 
WY i EIE CEDIOIS 15 TOL MVO ved in making the statements of such receipts: 
Whatever amount is received from the debtors is acknowledged ; oh ie i The 
cash received from debtors can be vouched by referring t sk a receipt which is issued. 
to ERS ee TROT TaN ibea urie & = the counterfoils of the receipts issue 
` The auditor should pay special attention to the di o d 
a a ATTE ne r VL LO NE AISCO a 
debts that are written 6ff. He should acquaint a oe eet ees and the na 
discount: The discount ratéé should not 'exceed'the pércentage ther od and rate of grin 
auditor should enqiiré who has the atithority to Write E i Batt, that has been prede fined. 
' the authorised person. This'is'ithpórtañt beie etn and if these are written ji 
off the whole òr a pait'of the debit balance as'a bäd'debt ved can be misappropriated by wills 
Vouchers : Receipt counterfoils, details of 
cestificates cf concemeéd officials. ~ vr 


aly apaan hiit f 2 i 


ff by 


the account, correspondence and authorisati™ 


aa” 


A 
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(3) Amount Received from Bills R Lo —— a -———— __Vouching, i 
S e 


receivable bil whic mt aple: The audi 

(pe res vable bi s for whith ihe pale ine & The auditor needs to check the cash receipts 
. t o > Né > i 

a h eaa the Pass Book unts have been received and Bills Receivable 
on pillreceived prior to the due date, ay | ‘He should also scrutinise the rebate that has given 
accepted norms of the business, The nine Make sure that rebate given on suc h biil conforms to the 
: n : € u ‘duc i ate : ss 
be debited in the Discount Account nt deducted as discount or rebate on these bills should 
ore audit pec | an 
The auditor needs to pay special attention t 


the bills has not been received, and shoul o the bills that have ‘matured but the amount of 


ayment has not been received. He cae bel a certificate from the authorised person that the 
or retired bills have not been paid investigate further to make sure that the dishonoured 


a and that there i isa ; en 
Vouchers: Bill Receivable Book Cash e a or misappropriation. 
: , Pass Book. 


(4) Income from Inter tay 
sources and, as such, their wa Interest and dividend are receivable from different 
investments, (ii) Loans and (ii) Deposits a different. Interest is normally received from: (i) 
ie ed cate and hold b n anks. The rate of interest on investments and security 
is f e checked with the help of the counterfoils of int t I 
the case of interest received on a loan given t b Anat adres Lou cen the 

verand the Basi 8 o a borrower, the relevant agreement between the 
borro SIN€SS should be checked to determine the rate of interest. At the same time 
it should be checked whether or not the interest received has been recorded in the account books 
on the relevant dates. If the interest is received on fixed deposits in the bank, such income should 
be vouched with the Bank Pass Book or the Interest Statement that can be obtained from the bank. 

In case of receipt of dividends, three vouchers, namely: counterfoils, share certificates, 
dividend warrants and letters received along with the cheques need to be examined. If such income 
is collected through the bank, the Pass Book needs to be referred to. The auditor should make sure 
that the income so received or accrued has been accounted for in the books of accounts and the 


Balance Sheet. 
Vouchers: Pass book, agreements, schedule, counterfoils, dividend warrants. 


(5) Rent Received: To vouch the rent received, it is necessary to examine the relevant lease 


deeds or rent agreements, 
repairs. The auditor shou 
any agents are appointed to collec 
checked. The auditor needs to be particularly caretul to check toZ ON 
might have been received but shown as outstanding and the rent amount may have been received 
but shown as outstanding and the ie samen 
any Rent Register or Rent Roll, the au itor shou 
rent rbeeived — for example, for repaits or house crpi ey 
toascertain that these are genuine and e e. 
. and agreements, 
Vouchers: Lease _deeds_é & 
‘ounterfoils, correspondence. 
(6) Commission Receive 


2d the parties from whom the co 


ke use of it. If there are any deductions in the 
— the auditor should check 


rent rolls, accounts received from agents, 


eneral rule, there is an agreement between the business 

p ranean is receivable. The rate of the commission payable a 

av l m AMOUR of commission paid can be ascertained from the 

è found'from such agreement, an unterfoils of receipts and the particulars entered in the 
ha ee mer 


State mission; The entrie ds received on consignment, the 
me sion, : i ect of goods r 
baret Comimn } n received in respe, a the copy of the account sale sent 


as ook. If the comm iisgion hasbeen. com sarin it wi F i 
amount of pe nearer should be vou Dee can hc the required calculations himself. 
mm e 
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Vouchers: Commission agreement, statement of 
correspondence. ; 

(7) Subscription Received: The receipt that is given when 
be confirmed by checking the relevant counterfoil. The amounts of 
vouched with the help of the subscriptions Register and receipt counterfo 
also check the subscriptions received in advance and the outstanding subs 
the accounting year. 

Vouchers : Register of subscriptions, counterfoils, correspond 

(8) Proceeds of Hire Purchase : The auditor needs to examine the Hire Purchase Agreement 
to ascertain the duration of the agreement, the amount of instalments payable by the close of the 
accounting period. It should be kept in mind that the instalment is not credited to Sales Account ~ 
it has to.be properly apportioned between sales and interest. 

Vouchers: Hire purchase. agreement, receipt counterfoils, 

(9) Proceeds from Sale of Investments: Investments are normally sold through brokers. The 
brokers send a sold note that contains the details of the amounts received from the sale and the 

_ commission chargeable by the broker. Vouching the sale proceeds of investments is done by the 
nat Sold note of the brokers. It is therefore important to check the brokers’ sold note. In case there is 
_ fany agreement or correspondence related to the sale of investments, it should be also be examined. 
If the investments have been sold cum-diyidend, it should be ascertained that the dividend 
has been received and apportioned between capital and revenue. In case the sale of investments is 
_ ex-dividend, the relevant entry must be checked by the auditor. l 
a Ta Vouchers: Broker’s sold note, receipt counterfoils, correspondence. 

(10) Receipts from Sale of Other Assets: Whenever the fixed assets of a business are sold, 
they are sold through: (i) a sales representative or a broker and (ii) an auction of the assets. In 
case the sale is through the medium of a sales representative or a broker, it can be vouched by 
examining the note of the broker or the sales representative. If the sale of assets is by auction, the 
auctioneer’s note needs to be examined fo vouch the ‘transaction. Besides this, if a Sale Deed or a 
Contract of Sale is the medium, such deed or contract should be examined by the auditor. Thus the 
auditor can scrutinise the sale proceeds of assets by the broker’s or auctioneer’s note, or the sale 
deed or sale contract. _ 

Vouchers: Broker's or auctioneer’s note, sale deed or contract, correspondence. 

(11) Claims Received Under Insurance Policy: In case of any claims received under an 
insurance policy, the vouching is done by examining the insurance policy, the claim letter, the 
accounts rendered by the valuer and insurer, and the correspondence between the client and the 


commission, receipt counterfoils, 


a subscription is received should 


subscriptions received can be 
ils. The auditor should 


criptions at the end of 


ence. 


correspondence. 


insurer. 

Vouchers: Report of the valuer and insurer, correspondence, Bank Pass Book 

(12) Refund of Income Tax: While vouching the refund of income tax, ihe auditor should 
ensure that the amount so received is duly entered in the account books of t he business. Besides 
this, the claim for such refund, related correspondence and the statement of the tax authority 
should also be examined. 

Vouchers: Claim for tax refund, related correspondence, etc. 

(13) Bad Debts Recove red: Under the provisions of the Insolvency Act, when a person 0 
a business is declared tore insolvent, the court appoints a liquidator who takes over the assets ° 

morst t and pays e credii . nia, aiaa AAT nina ma 

the insolvent, anc payo mee itors of insolvent proportionately to their credit from the mon’? 
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realised vee e sale of the assets taken A eee a __Vouching J 
Debt Dividend. Vouching for the recovery tr The amount s 
ry bad r 


receipts and related correspondence debts is ATT pered z $ a Mre 
es i UY examining the dividend letters 
Vouchers: Dividend letters, recgj : . 
(14) Receipts from Sale of Sh 
register of members, or the allotme, 
refer to the ‘Minute Books’ of the m 
(15) Remittance from 
the organisation. Normally, 
examines these details miny 

` details. 


‘ Correspondence. 

ares; 

a a In order to vouch such re 
register and the share re 

eetings of Board of Direct 


Teceipts the auditor should use the 
gister, In this context, he should also 
ors, 


the detail is Pc makes out a detail of his account and sends it to 
tely and ther ee to an employee, in every organisation, who 
Calter makes entries in the Cash Book based on these 
amounts rece; : z 
eceived from agents, the auditor should consider the detai! 


payment is the evidence of the payment having been made. Like there are possibilities of the 
receipt of an amount not being entered in the Cash Book, or a lesser amount than what has been 
received being entered, the possibilities exist that the payment made to a third party may not be 
correctly recorded, on the amount recorded may be more or less than what has actually been paid. 
Normally, it is accepted that examining a receipt is enough evidence that the payment has been 
made. This is not always correct. In vouching payments, the auditor should not merely seek proof 
that the money has been paid away; he also has to examine that the amount paid is reasonable, is 
paid to an authorised person and is duly and correctly recorded in the Cash Book. Besides this, he 
should make sure that the accepted norms have been adhered to. 
The auditor should pay special attention to the following while vouching payments. 
(1) Authenticity of Payment: The auditor ai the receipts of the payments made, and also 
ens nts have actually been made. 
poo ee Person: a auditor must also check os a been Zarit 
fo the tight rganisation, and that such person or body ad the right to receive | 
ght person or org de to a wrong person, especially when such payment is being 
Payment. The payment can be ma eat must have the receiver's signature. 


Made to workers. Each receipt of payment Each payment must be duly sanctioned by an 


; (3) Payment ‘being pelos such authority is vested in different oe 7 oe 
uthorised* person. In a bus et that payment made is within the authority limi 
ts of payment. The auditor m j 
s ; ayment. 29.8 
Petson-who has authorised to aie has also to check that the see sa aban 
H (3) Amount Paid being eens in figures, and counter check the same wit N 
“must tally the amount in wo 


en ed by a proper voucher, like a receipt or 
(5) Proper Voucher: Each paym 


t must be support T 
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(a s a os gt i i 
uditing d that any receipt for Rs 


P . . bear in min > 
hs Revenu mnp Vanene w sie ne are some exceptions to this, whic 
- . > > ‘ ts 
500 or more must have a revenue stamp on it to be valid. There € 
are as under: 


(a) Receipts that are issued by a government body. f 


: ideration. 
(b) | eceipts which are issued for a payment without conside 


(c) Receipts which are issued by a co-operative society. 

(7) Payment being Related to Business: Only such payme 
books that are related to the business of the enterprise. Any 
proprietor, the management or any employee is not permissible 
books of the enterprise. ti wens 

(8) Date and Year of Voucher: The payment must be related to the pel > year s which 
the accounts are being audited. It should not happen that a payment made W! respect to the 
previous year is being included in the current year’s accounting. 

(9) Due Date of Payment: The auditor must also check whether or not the payment was due 
on the date it was made. If the payment was made before the date on which it was due, the auditor 
must check the reasons for making the early payment. 

(10) Legality of Payment: The payment should not be improper from the legal point of view 
— For example, there should be no restriction on such payment under any ordinance or act in 
force. All business organisations are governed by various laws and ordinances, and the auditor 
should make sure that any payment made does not contravene any law in force. Any payment so 
made shall be void ab initio. ; an wee TAY 

(11) Proper Record: When vouching payments, the auditor should check that a proper record 
has been kept for each payment. For example, the auditor must ensure that capital expenditure 
and revenue expenditure are correctly and separately recorded, and that all advances paid are 
properly recorded in the Prepaid Expenses Account and not in the Expense, Account. If there is 
any discrepancy in the record of payments, it has a negative effect on the Profit and Loss Account 
and the Balance Sheet. 

Only by following the above guidelines can the auditor vouch for the authenticity and 
accuracy of the payments. se 


nts can be recorded in the accourt 
personal payments made by the 
to be recorded in the account 


Important Items of the Payment Side 


(1) Cash Purchase: Cash purchases are primarily checked by tallying the purchases with the 
ca which are received from the seller. The auditor also needs to check that the good 
purchased have been received and an entry has been made in the Goods Received Book i 

Vouchers: Cash memos, Goods Received Book, Cash Book corres] or d oe 

(2) Payment to Creditors: Vouching for the p: a 

A ng tor the payments to creditors shouldbe done by check" 
the receipts of such payments. The auditor must also check whether the payments } ditors hav? 
been duly authorised and have been made to the persons who legally con > S ie cre pa such 
payments, The auditor, should also check the Statement of Account sent b K ent to n p 
to time and tally the same with the creditors’ accounts. account sent by the creditors fron 

- Vouchers: Creditors’ receipts, invoices, statements 
3 ekrana Aare ope Baek d of account, corres 
a k -+ ent IN ndence. 

(3) ppa: of Bills Payable: When vouching the payment at = ~ r he audito 
should confirm the amount payable on each bill and the stipulated d payable bills, the ae 
the Bills Payable Register, and tally the receipt for the paid bill wi ate of payment by chec 

; hs oe A with the amount due to be p?! 

ots ot 
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ed therein. : \— — g 
record a n. In case the bills have bp — E Vouching J : 
pass Book. in case any bill has be sen paid by cheque the audit h i 
mwe AAC, the auditor should examine the Bank 


:i ‘ en paid befor 
Ga reateon the payment, if such reb before the d ue date, the auditors 


Toadies Reteipts sed a admissible. should confirm that there 
, bi 
a of Land and Build; ` Payable, Bank Pass Book, correspondence. 
jand or building purchased can be freeho| Ie Whaat of land or building can be of two types. Th 
on to the buyer on the payment of the a ‘old, in which case the ownership of the pro res = 
which gives the right to Breed price. On the property purchased B 4 etch 
fa ae 4 A 2AE , 
d by.a Sale eee a specified number of years. In the first 
i. ra CEG, ereas ow Í arty is 
the sale is made by a auditor should the reievant d a E 
a person authorised Hean ant deed and the authority letter (in case 
In oe property is bought throseh owner) to vouch the purchase of property. 
the relevant documents that transfer the n te z i" + Bistedings R tre leer 
of the land or building, which include the letter 
eer to act on behalf the owner. He should scrutinise 
price — like the brokerage paid or the legal expenses 
béen entered as Capital Expenditure in the sie nica also ensure that the amount paid has 
In case a building has ber ii 
sii een i — pean constructed, the auditor needs to examine the contract signed 
sake , i pia of payment made to the contractor and the certificates of architects. 
ouchers: Seller s bill, hire purchase agreement, auctioneer’s note, receipts and other 
correspondence. 


(5) Purchase of Investments: Normally, investments are purchased through brokers. As 
such, while vouching such purchases, the auditor must examine the Broker’s Bought Note and the 
Receipt of the payment made. In case the payment has been made through bank, it can be verified 
by examining the Bank Pass Book. In case of cum-dividend purchase, it should be seen that the 


expenditure has been properly apportioned between capital and revenue. 

the Letter of Allotment, Share Certificate, etc. need to be 
urchase of investments must be properly authorised. In 
the. certificate of the bank should be ob tained. 


Vouchers: Broker’s bought Note, Pass Book, letters of allotment, share certificates, etc. 


(6) Purchase of Patent and Copyright: Paten 
to ‘sell’ the right to manufacture 
‘patent’ — but it applies to not a 


ected through an agent, the 
ght is renewed, the renewal 


agent’ ission S. beste 
t's commission S, at 


feeis not a cap ital ex] 


Vouchers: Purchas 


agent's account, etc. 

t of salary must be vouc 
datums a ste r details of the perso 
saree ied with the Cash Book. The 


sue hed from the Salary Register, 
n receiving the salary. The 
auditor should also check 


* (7) Paymen 
becãüse such register bea 


; i ; ld be tall & 

entries in the Salary Registe! shou is signature in th l 

that the person iE the salary has Pe noriedl The variations in salary may be due to annual 
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inthe salaries of employees arek 
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carefully checked. The auditor 


hould be s arepane 
ause of deductions on acc of fines, 


increments, or special increments or rewards — which s 
should also examine any alterations in the amounts bec 
fund, rent, loans, insurance or advances. 
Besides the Salary Register, the auditor needs to examine 
and minutes from the minutes Book to ascertain the conditions of 
Vouchers: Salary register, appointment letters, job agreements, 
(8) Payment of Wages: As a general rule, the payment of wages IS V 
ensure that: 
— the wages have actually been paid. 
— the payments so made are duly authorised. ; 
— the amounts paid as wages are corrected anil as authorised. an S 
Vouching of wage payments is one of the important duties of the auditor because there is 


: j i i 
a greater possibility of fraud in such payments — like casual labour or the inclusion o dummy 
he occurrence of clerical errors and the 


names in the Wage Sheet. The auditor needs to check the oct di > 
adequacy of line and piece - work records. In case the auditor suspects any aa A in the~ 
records, he should report the same to the client and give his suggestions for one the same. 
To vouch the payment of wages, the auditor should keep the following 1n mind: 
(1) That the calculations in the Wage Sheet are correct and that they tally with the Cash 
Boake 
(2) That the Wage Sheet is prepared by persons who are not involved in the actual payment 


the appointment letters, agreements 
appointment. 

Directors’ Minutes Book, etc, 
- vouched by the auditor tp 


of wages. 
(3) That the amounts paid as wages at different times tally with what is recorded in the 
Cash Book. Maica aei 


(4) That the Wage Sheet bears the signatures of all the persons who have prepared it. 


| (5) That the names of some labourers are randomly checked with the help of the Job Cards 
| and the Foreman’s Register. Fhis will ensure that there are no ‘dummy’| names. ` 


(6) The presence of the labourers on the work site can be checked by the records of the gate- 
keeper or the time-keeper. 7 i nea 
| (7) Some labourers are paid according to their work-output. In such cases, the auditor needs 
to check the work-output to vouch the wages paid. | 


| (8) There could be some deductions in the amount paid to workers — like tax-deduction, 
employees’ state insurance, provident fund, life insurance, etc. These can be vouched 
by checking the relevant cards issued to the workers, It must also be checked that the 
deductions are as stipulated and are deposited in the relevant accounts. For example the 
income tax deduction must be deposited int he income-tax account and the employees” — 
state insurance in its separate account, To do this, the auditor needs to check the relevant 
receipts and account books., 


(9). The wages paid to the workers must be lawfull and dul : ; t 
be conversant wage laws in force. y authorised. The auditor mus 


(10) The auditor should ensure that the total wage bill is withdraw ide one 
cheque, and tally the amount so withdrawn with the total prea bank ae es 
amount that is left unpaid must be redeposited in the bank wages paid. 
mÀ 


JE si e a a 


ne adii 


i 
| 
al 
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(11) There is a greate 


r possibility of fr; P 
the auditor nee y of fraud in the payment of wages to casual workers, and 


ds to be extra careful i i 
uy f i a careful in vouching such payments. 
ers: Wage Sheet, Total W 


Job Cards, Foreman’s Resists age Bill and the Cheque details by which it is withdrawn, 


r, Pass Book, etc 

(9) Interest Sa 
carry a certain Diet eden lk All loans, whether from the bank or any other source 
receipt for the payment of inte i is lich has lo be paid. To vouch the interest paid on loans, the 
amount of receipt needs tot oni and the other terms of the loan need to be examined, and the 
made by cheque, the ne i pr ied with the Cash Book entry, In case the payment of interest is 
sich payment ee i 7 bes of interest must be checked from Debenture Interest Book. Besides, 
ihe payer. The p e vouched by the Interest Warrant or the Interest Coupon that is issued to 
auditor needs to check the same with the debentures, Interest Book and Pass Book. 


V ouchers: I erms of o 
r l an and loan agreem i i erest co ons in e 
ent, interest warrants and intere up ns, 1 erest 
book, Pass Book, etc. á t d t 7 


ieam oe of Rent: While vouching the payment of rent, the auditor should tally the 
n the Rent Account with the Cash Book and the Rent Receipts to ensure that the payment 
records are authentic. In case the rent has been paid by cheque, the Bank Pass Book also needs to 
be examined. ee i < 

Vouchers: Rent Receipts, Bank Pass Book, etc. 

(11) Payment of Dividend: To vouch the payment of dividend, the auditor needs to check 
the Cash Book and the Dividend Account to ascertain the authenticity of the dividend payment. 
Dividend Warrants also need to be examined. In case the dividend has been paid through bank, the 
Dividend Warrants must be checked with the Pass Book. The amount of unpaid dividend should 
be the same as that in the Pass Book. 

Vouchers: Dividend warrants, Bank Pass Book. 

(12) Payment of Commission: Their terms of the payment of commission should be checked 
with the contracts made with the agents. The Sales Accounts sent by the agents should be checked 
and it should be made sure that the commission paid to the agents is reasonable and lawful. The 
auditor also needs to check whether the commission is to be paid on Gross Sales or Net Sales. The 
receipts of the agents having received the commission also need to be checked. 


Vouchers: Contracts, Sales Accounts, Receipts, etc. 

(13) Payment of Travelling Expenses: While vouching for travelling expenses the auditor 
should check that the expenses for the travel are related to the business. The vouchers should 
specify the naine and desi j he person, the particulars of the journey, the fare paid, the 
amount paid for boarding and lodging, and other expenses connected with the travel. Where the 
amount payable is fixed, there is no difficulty in checking, it, but in other cases, the auditor has to 
check quite a lot of details. . 


Vouchers: Travel bills, receipts, etc. l 
(14) Payment of Preliminary Expenses: Preliminary expenses are the expenses incurred in 


i re also subject to audit, and 

i i lishment of a company. Such expenses are dit, 

i et be legitimate and within prescribed limits. In case the preliminary 
such, the exp iP 

expenses are extraordinary, 


the auditor must check that the expen 
concurrence, of the shareholde S. 
~~ ‘The auditor has to vouch pa) 
of receipts issued by them. part 


ses have been incurred with the 


awyer, printers etc. on the basis 
at expense on underwriting 
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| expenditure and should. be written 
‘id be shown in the Balance Shee, 
e 


n. These are capita 
n approved by the Board of 


t so written off shou 
ary Expenses have 


are nol included in ther 
s and the amoun 
the Prelimin 


and commission 
off against capital profit 
He should also be seen whether 
Directors or nol, 
Vouchers: Receipts, documents, ap 
(15) Payment of Bonus to Staff: While auditing the 


should keep the following in mind: 
(i) The payment of bonus must b 


concern. 

(ii) The bonus must be paid as per the decision of eda 
the provisions of the law or as per any agreement 7 
management. It could also be paid under the direction o 


Gii) What is the underlying basis of the bonus being paid. 


(iv) The auditor is required to scrutinize the statement O 
calculations on which the amount has be fixed as bonus. 
t the payment of bonus is ma 


etc. 


ard of Directors, 
ar nus to the staff, the auditor 


roval of Bo 
r payment of bo 


e duly authorised by the responsible officer of the business 
bour Tribunal, or paid under 
the workers’ union and the 


he Board of Directors. 


f the bonus amounts and the 


(v) It is also important to ensure tha de on the formulas defined 
for such payment. 
(vi) The payment of bonus to each employe 

Vouchers: Bonus notice, certificate of the authorised person, 
directors’ resolution, agreement with workers. 

(16) Directors’ Fees: To vouch the payment of directors’ fees, the Directors’ Minutes Book, 
the Attendance Register and the receipts for such payments need to be examined. To ascertain 
the provisions with regard to the payment of Directors’ fees, the auditor also needs to study the 
Articles of Association. He also needs to examinet he shareholders’ resolution to ensure that the 


payments made as Directors’ Fees are correct. 
Vouchers: Minutes Book, Attendance Register, Articles of Association, Resolution of 


Shareholders. 
(17) Payment under Hire Purchase and Instalments: To vouch the payments made under 
hire purchase or instalment system, the auditor must examine the related agreement and the receipt 
received for the payment. The instalment paid includes the interest and, as such, the auditor should 
ensure that the interest is charged as a revenue expenditure. Th oa 
“or evenue expenditure. The pa ahei 
with the help of the periodical statements received from the hire Seats ae ides 
Vouchers: Hire purchase or instalment agreement, receipts a 
(18) Payment of Sundry Expenses: Postal expenses é DAB _ 
oe : , expense: ; srity 
advertising fall under this category and are vouched by e y Aoa r electio 
In case of any alterations in the amounts, the auditor should ae pa receipts for such expen? 
the relevant-accounts. e that the same are recorded" 
(19) Payment of Penalty for Failure to Purchase G 
not purchased ‘as promised, there could be a penalty pec 2 certain cases when the goods are 
penalty, thefauditor should examine the agreement under Wee a vouch the payment of su 
purchased. He should also ensure that the payment so made ate the goods were required t0 be 
person. Incase the payment is by cheque, it should be tallied vai duly authorised by a respons! e 
is related to the business of a concern, it should be recorded o fhe Pass Book. Where the payme” 
n the debit side of the Profit and LS 
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Account. The auditor also needs toe 


xamine 
Vouchers: Agreement, court verdict fee 
1 


ene 
the pz 
7 Payment as agreed has not been made, 


any), p; = 
y), Pass Book, certificate of the authorised person. 


2.8 Vouching of Petty Cash Book 
The vouch the small sundry expen 
Lege first of all examine the System ek 
‘nce there are no v wem 
Sinc vouchers for such expenses 
we ances of misappropriation, and as 


such the auditor needs to be extr 
. . a Pi 
be kept in mind while vouchi careful in examining such . 
ouching petty cash transact) § Such transactions. The following need to 
E ons. 


(1) By examining the Petty Cash Book t 
such iransactions are executed , 


(2) The payment entered in 
he payn th i 
expenses should be chetked a Book which has been made to Petty Cashier for such 


auditor needs to ex 
al check with regar 
there exist the ch 


amine the Petty Cash Book. The 
d to the petty cash transactions. 


he auditor should ascertain the channel under which 


(3) The available vouchers ne 
must be ensured that the p 
by a responsible officer. 


ed to be examined. In case the vouchers are not available, it 
ayments recorded in the Petty Cash Book are duly authorised 


i 


Pee 


(4) The totals and balances of the Petty Cash Book must be examined. 
(5) The Petty Cash Book must'be periodically checked/and initiated by a responsible officer 


to ensure that the payments are bonafide. 


(6) No employ should be allowed to borrow any amount from the petty cash available. 


(2). The closing balance of petty cash on the date of the Balance Sheet must be verified. The 
amount of petty cash in hand should be counted if the auditor is not able to attend on the 

aidtapre,.. ate of the Balance Sheet. oo 7 
xi In the case of London Oil Storage Company Ltd. vs. Sear Hasluck and Company, it was held 
that there was a beach of duty on the part of the auditor because he had not vouched the existence 


of the petty cash balance which was shown to be £796 in the book but was in fact only £30. 
(8) Incase there is any discrepancy in the Petty Cash Book, it should immediately be reported 


to the client. 


uchin ase Book : : 
“uching of A Purchase Book, the auditor should check the system of internal check 
»oe:Before vouching of the Pure bilities of any fraud exist. In case the 


Á where the possi À 
that. is in operation so T ie " ee should adopt the following technique for vouching 
1sfac 7 


internal check system issa 
the Purchase Book. 


: Fach entry in the Purchase Book must be 
(1) Checking the E a 


. ices Š 
ntries on the Basis of Inyossssis deemed to be the Original Voucher. It is 


: : An i ice | fmt 4 

: ; nt invoice. An Invoice. _If the internal checking 

aca on the basis of Drala voice for its authenticity and correctness S 
erefore important toc ec 


i ith the vouching of the 
ffective, the auditor can conveniently proceed wi 
System is efficient and effect’ 


e invoices: 


Purchase Book. t in mind while checking th 
The following points need to be Kep : or the institution. 
e of the business hes checked it 


is in the nam 


(i) . The invoice responsible 
(ii) The invoice bears the signature ofa Tepon ~ 
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ee 
ag in the Purchase Book. 


Gii) The name of the supplier in the invoice is the same a Purchase Book 
hage 

amount is correctly entered 1N the Purchase Book, 

o amount and only the pe 


n deducted from the invoice 


Book. 


(iv) The invoice number, date and 

(v) The trading discount has bee 
amount is entered in the Purchase 

(vi) The invoice is related to the business of the clie 
are used or dealt with by the business. 

t, it should be stamped afte 


Goods by the st 
d that capital p 


nt, ie. the goods purchased are such thy, 


In case the invoice is correc rit has been examined so that it is n 
used again. 

Besides this, the Requisition slip and the Receipt of 
be examined. Besides this, the auditor should keep in min 
written as revenue purchases in the financial book. 

(2) Maintaining a Record of Lost Vouchers: In case any i 
vouching, the relevant entries can be authenticated by asking f 
suppliers. Any invoices which has been lost and for which no duplic 
in a Note Book by the auditor. 

(3) Using the Goods Inward Book: Sometimes invoices are W 


intention of manipulating the accounts so that the purchases are S 
the actual purchases. The auditor, therefore, needs to check the Goods Inward Book and the Good 


Received Note with the Purchase. The accounts are sometimes manipulated at the beginning or the 
end of the financial year to show a higher or lower profit. The auditor, therefore, needs to be extra 
careful and ensure that all goods for which there are invoices have been received by the store. He 
particularly must ensure that no invoice has be omitted or has been entered twice in the Purchase 


Book. 
(4) Checking Totals and 


ore-keeper also need to 
urchases have not Been 


nvoices are not available while 
or duplicate invoices from the 
ate is available must be written 


ithheld or suppressed with the 
hown to be more or less than 


Posting: After checking the invoice entered in the Purchase Book, 
the auditor should the totals and balances and ensure that the calculations made are correct. The 
postings to the respective ledger accounts also need to be checked. 

(5) Goods Received on Consignment: Invoices of goods received on consignment and goods 
received on approval also need to be examined to ensure that the same have not been entered as 
purchases in the books of accounts. eo —— ji 

The basic purpose of the Purchase Book is to enable the auditor to certify that the concem 
pays for only those goods that have been purchased and received by it 

: 3 FEVER A AEDT pene nanan RVG STM h beth) 8 Z 
Vouchers: Invoice, Goods Inward Book,}Copy of Order, Goods Received Note, etc. 

2.9 Vouching of Purchases Returns Book 

While vouching the Purchases Returns Book, the first‘and foremost task for the auditor is 
to satisfy himself that the internal check system in operation is authentic and above board. Alter 
doing that he should check the following: 

(1) Whena purchase is returned, the firm (i.e. the buyer) send 

i : s a Debt Note to the 
The auditor should check to confirm whether or not a Credit Note has been received ” 
response from the seller and whether the amounts of the two notes are the same. 

ok t0 


_ (2) The auditor should check the Credit-Notes entries in the Purchases Returns Bo 
— 7 


ensure that the entries are correct. | 
(3) When the goods are returned, an entry of the goods returned is made in the Goods 


seller- 


122. 
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checked ; 
about the va pnt that all goods returned have been 
* £00dS having been í 
; en returne F 4 
© confirm the same 8 eturned, the auditor can 


Outward Book. This book should 
entered. In case of any doubt i 
correspond with the creditors t 


(4) The Goods Despatched Not 
of the client firm’ ‘Ole and the entries į Cc 
pii firm’s premises should be ede poe a Outward Book at the entrance 
(5) Usually, frauds are committed for ii A KE 


financial year. The 
examined. 


accounts srk es returned at the beginning or the close of the 
& to these periods should, therefore, be thoroughly 


(6) After examination, each Credit 


cannot be presented again. Note should be stamped or rnarked with a tick so that it 


Vouchers: Credit note, G 
S -_ , oods Outward Book, goods despatched note, correspondence, etc. 


2.10 Vouching of Sales Book 
Vouching of sales is m i 
oe a ne nore complicated than that of purchases in that the documentary 
ai y onclusive. Vouching of sales is done b ini i invoi 
aar ATE cle aad t is done by examining the copies of invoices. 
«ad by the sell EE le buyer with every sale of goods, and a copy of the invoice is 
retaifie y i er, which is evidence of the sale having been made. This evidence is not deemed 
to be conclusive because the invoice is prepared by the seller, and there is the possibility of it being 
fabricated. That is why the auditor needs to extra careful in vouching the entries in the Sales Book. 
Asarule, the auditor should examine the system of internal check with regard to credit sales. After 
being satisfied with the internal check system, he should proceed as follows. 


(1) The orders received and the related correspondence must be examined. 


(2) Entries in the Sales Book must be checked with the ‘Goods Despatched Note and the 
Goods Outward Book at the main gate, and tallied with the relevant invoice. Besides 
this, the debtors accounts and the statements sent to them from time to time must also be 

Ee S OOo Oo Š er eS i 
checked. 

(3) Thesales recorded a few weeks b 
in the beginning of the new yea 
that the auditor can vouch the sales of the curre 
in the new financial year and vice versa. 


(4) The rate of Trade Discount also needs to be checked 4 a 
accepted norms and is as agreed in the sale agreement. 
(5 nsignment and goods sent on approval are not deemed to be actual 
ae a must examine to ensure that these are not recorded in the Sales Book. 
sales. The au 


a t been accepted 
t any goods sent by. VPP that have no 
(6) The auditor also needs. to,check.thatan y.80° 


ustom not i i ded sales. 
included in the recor 
by the customer are not ne Maa 
n red ima 


ee ae capital sate? sh ne Sales Book and examine the postings to 
ior the posting 
(8) The auditor should check 


Ledger Accounts. 7 
Vouchers: Orders received, §0° 


“tespondence, etc. ` E. 
` 123 
S 
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efore the end of the financial year and for a similar period 


r should be checked very carefully. This is necessary so 
nt financial year have not been recorded 


scertain that it conforms to the 


despatch notes, Goods Outward Book, related 


~ Auditin 


2.11 Vouching of 


Before vouching the S 
that is in operation. The following mus 


(1) 


2) 
6) 
(4) 
6) 


Vouchers: Credit and ‘debt notes, 


ee | a a we 5 N 


mine the system of internal ches 
hing the sales returns, ` 
he help of Credit Notes z, 
he credit notes have pes, 


Sales Return Book 

ales Returns Book, the 
t be kept in min 
must be checke 


also needs to check whether or 
the recipients’ signatures. 
bear p ade in Goods Inward Book byg, 


z P try is m 
ived, an entry the goods Inward Book. 


needs to examine 
f the Sales Returns Book and the postings in 4. 


auditor exa 
d while vouc 
d with t 


ales Returns Book nott 


The entries in the § 
Counterfoils. The auditor 
duly received and that they 


When the returned goods are rece 


gate-keeper. The auditor, therefore, 


He also needs to check the casting 
Ledger Accounts. 
The auditor should especially check some random ent 
the close of the financial year as these may involve som 
ent to the customers from tim 
y the auditor. 


so 
ries made in the beginning or; 
e manipulation of accounts. 

e to time and other relate 


The statements of Accounts S 


correspondence also need to be examined b 


Sales Returns Book, statements of accounts, relate 


correspondence. 


ama 


2.12 Vouching of Bills Receivable Book 
The auditor should proceed as follows while vouc 


(1) 
(2) 
(3) 
(4) 


(5) 


(6) 


hing the Bills Receivable Book: 


hich payments have been received. 
the due date with the entries in the Cash Book. 
k for the bills that have been discounted. 


Check the matured bills for.w 
Compare the bills received by 
Check the Cash Book and the Bank Pass Boo 
For the bills that have been dishonoured, the relevant entries in the financial books nee 


to be examined. „~ 
In case of bills-in-hand that have not matured, the 
with the client. Where the bills have been deposited with the bank, the auditor ne 


examine the certificate of the bank to that effect. 

The costirigs of the Bills Receivable Book and their postings to the Ledger Accoun 
need to be checked to ensure that the liability for the bills discounted 5 shini 
in the liability side of the Balance Sheet. ed is propery > 


auditor must verify that such bills ar 
edst 


ts als 


Vouchers: Copies of bil . 
r pies of bi ls, Cashi Book, Pass | Book, bank certificates, etc. 


2.13 Vouching of Bills Payable Book 
The following procedure should be adopted while vouching the Bills Payabl Book 
a e . 


(i) 
(ii) 


(iii) 
(iv) 


Entries in the Bills Payable Book should be checked with the accounts of the credito™ 


The evidence of the bills for which th l 
a ka e payment has b ity can 
ban by A eA the Cash Book and the Pass Book p a ies uana f bee" 
in cash, the receipt for such payment needs to be ex = ae the payment ~ 
S j i : xamined. 
ice ith ened bill has been paid before the due date, i hat 
ade in the payment is reasonable and as a pia cali 
ed. 


The counterfoils and copies of the bi 
t c e bills that not j 
of such bills. The auditor needs to examine the Bills ere ee in 
ook and, if requil®™’ 


statements of account given by the creditors 
A 
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(v) The costings of the Bills Payable Book 
(010) 


vouchers: Pay 
tors’ Accounts. 


credi 


to be check a i T 
recked. and their postings in the Ledger Account also need 


able Bills Recej 
i ts TER 
pts of Recipients, Cash Book, Pass Book, Statements of 


2.14 Vouching of Journal Proper 


In any large organisation, besi , 
is termed as the Journal Proper. a ie closing ledgers and other books of account, that is what 
l counts. The entries which c entries that have not been.recorded in the relevant ori inal 
rough the Journal Proper. A a through any other book of original entry are peed 
sexe for hë manipulation of ung the entries in Journal Proper is complicated as there is a lot 
g of accounis in the Journal. The entries in the Journal are as follows: 


(i) Opening Entries: . 
p g ries: These entries can be vouched by checking the Balance Sheet of the 


(ii) 
(iii) 
(iv) 


(v) 


“is higher than th 


"the actual profit or loss: ee 
oe Gee enment’ in the Balane? es i 


revious ye i 
od fase a ieee: Papers of the current year. In case the business has been 
Pewen the clentant is and then the opening entries have been passed, the agreement 
deol A ia e vendor needs to be examined. In the case of a company, the 
AT s of Association and the Director's Minutes Book should be examined to ensure 
that proper records have been maintained and there is no manipu 
s that are passed for closing and transferring 
Profit and_Loss Account. The auditor needs 
ly arrived at and transferred to appropriate 


lation in the accounts. 


Closing Entries: Closing entries.are the one 
balances from the nominal accounts to the. 
to check that the balances have been correct 


accounts. 


Bad Debts: The auditor must check that the provi 
procedures established in the company, and verify the adequacy of such procedures. He 
should check that such debts are written off only under proper authority. He should not 


pass any entry until ct and valid. 
Depreciation: To vouch the entrie 
information about the nature of the asset 
on which such provision has been made. 
referred to for authority- : 
Adj | ting Entries: Entries related to provision for doubtful and bad debts, prepaid and 
es fe xpenses arned income, depreciation and reserves, and 
omar a ied n ae ital and revenue fall under this category. The auditor should sort 
aes d anne checking the calculations, etc. 
e those that are tr om one account to another 


Aree en 5 
: al The auditor needs to examine the reasons for the 
port ed officer of the company. 


woe EARLY IN 
transfer and its e s sent on consignment should be done by 
tsales received and the contracts 


Consignment Transactions: 

i i Fuoni pai Iso be 
checking the proformé invoice? mie freight paid, to nrent should a 
po ece or the freight P with the consignee with respect to the 


sion for bad debts is based on the 


he is satisfied that the entry is corre 
s for provision for depreciation, it is important to have 
s, their estimated effective life and the basis 
The Directors’ Minute Book also needs to be 


Transfer En 
through the medium 0". 
good 


: ts f 
i nsignees: Recelp 
wi er Besta the relevant correspondent amined. In case the price quoted 
ecked. Besides, san etc. should also be €x ee findi i 
sale, expenses oF € ission, ett djustment should be made before finding ou 
n PXP the necessary 20) t be shown separately as ‘Stock of Goods on 
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__.the Sold Ledger Adjustment Account in the General Ledger. 


eS 


———_— 
N 


ca | | ae 
m other parties also need to pa 


Entries in the case of goods received on consignment from ¢ : s a 
8 he help of copies of the account sales sent is 


passed through the Journal, and*can be vouched with t d is dealt with se 
the consignor. The sale of such goods is not deemed to be ordinary sale an Í separately, 


2.15 Vouching of Creditors Ledger EEIE A 
Creditor’s Ledger is maintained in order to keep accounts of all ae ar oe ner 
goods are bought on credit. The following points need to be kept in m ng the 
Creditors Ledger. 
(1) The opening balances of the accounts should be c 
previous year. 
(2) All the supporting books — namely, 
Book, Cash Book, Discount Register, All 
(3) All entries examined should be tick-marked, and Trans 
the Journal. 
(4) Additions and calculations in the accounts should be checked. 
(5) . There should be correspondence with the creditors and the amoun 
be confirmed with them. 


(6) Ifthe amount due as per the details provided by th 
balance in his account, the same should be investigated in detail as it may be possible 


that same purchases may have been deleted in order to show higher profits. 


(7) If the balance due to any creditor has been outstanding for a number of years, then the 
reasons for non-payment of the same should be investigated. Correspondence should be 


undertaken with the creditor in this regard. 
The total of all accounts in this ledger should be tallied with the balance in the Bought 
Ledger Adjustm ent acccunt in the General Ledger. E. T 


hecked with the audited balances of the 


Purchases Book, Goods Outward Book, Bill Payable 
owance Book — need to be carefully examined. 


fer Entries should be checked in 


t due to them should 


e creditor does not matci: with the 


(8) 


2.16 Vouching of Sales Ledger or Debtors Ledger 

The sales ledger contains the personal accounts of the debtors who have been sold goods on 
credit. While vouching this ledger the following procedure should be followed. 

(1) The opening balances of the various accounts should be tallied with the closing balances 
as shown in the ledger accounts of th e previous year. 

(2) The totaling and balances of all the accounts in the ledger should be checked. 

(3) In this ledger, entries originating in other subsidiary ledgers are also posted. Hence the 
entries posted from the Sales Return Ledger, Cash Book, Bills Receivable ee a nal and other 
subsidiary books should also be examined. The entries for transfer of balances can be checked 
through the Journal. 

(4) All the accounts in the ledger should be examined in detail and then marked appropriately: 

(5) No entry is even made directly into the Sales Ledger and hence, i ked 
whether any entry has been made directly into the Sales led r ce, it should be chec 

(6) The list of debtors should be tallied with the balances in their personal accounts 

(7) The total of the balances of all debtor accounts in the Sales Ledger shoul’b e tallied with 
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i Vouching f 


(8) ee en ledger should be examined with reference to the details sent in by the debtors 
aud the truthtulness of the transactions should be established 
The certificate offi ith r l l 
be ee pena a e with regard to bad debts and provision for bad debis. It should also 
ee 1e Balance Sheet the amount of provision for bad debts has been reduced frorn 
P M a eae de suspicions are aroused in relation to any account, then he may dispense 
o ame by undertaking direct correspondence with the-parties concerned and obtaining 


certificates from responsible officers. 


2.17 Vouching of General Ledger 4 

Apart from the purchase and sales ledger a general ledger also has to be ma intained. Apart 
om nia personal accounts al] other accounts are examined through the General Ledger, While 
auditing the transactions contained in the General Ledger, the auditor should keep the following 
points in mind: 

(1) Each posting made in this ledger should be vouched. 
(2) The totals and balances of all the accounts in the General Ledger should be checked and 
it should also be ensured that the balances of these accounts have been transferred correctly to the 
Trial Balance. 

(3) The balances in the various accounts in this ledger should be tallied with 
entries in the Profit and Loss Account and Balance Sheet. 


the concerned 


2.18 Teeming and Lading System ' 

By the words teeming and lading we imply short term misappropriation of funds by delaying 
the recording of receipts. This is a kind of.short.term-embezzlement-of-funds. For example, if a 
cashier does not record a sum of Rs. 1,000/- received by him immediately, but adjusts it later 
against some other receipt, then it is referred to as teeming and lading. In the words of Meigs, 
“Teeming and lading means the concealment of a shortage by delaying the recording of cash receipts.” 

Hence, by adjusting the receipts in this manner, the embezzlement of funds can be hidden for 
short periods of time. In this method of fraud, the amount received from one debtor is not shown 
in the Cash Book, and the same is embezzled. Thereafter, when cash is received from any other 
debtor, the amount is not deposited in his account, rather it is entered into the account of the first 
debtor, and the cash is taken into the books. In'the same manner, payment received from a third 
debtor is taken into the account of the second debtor. Thus, some cash of the business is always in 
the hands of dishonest employees for their personal use. _ 
~The teeming and lading continues until the person is in a, position to return the embezzled 
funds or untill the fraud is delected. In this system funds of the business are misutilised. 
bse This technique of fraud can also be used in relation to amounts received by cheque. However, 
if the amount is received by cheque the amount of the cheque will have to be split up into many 


arts. This i ferred to splittin of cheque... s 
ee oe enter Rs. 2,000/- received from Shyam in the Cash Book 


: Ram the cashier, does not Bo 
and i oe for his personal purposes. Some time later Mohan pays Rs. 3,500/- out e "i ya 
Ram deposits Rs. 2,000/- in Shyam’s account and retains the remaining amount. Therea ja e 
eive Rs. 5 000 j- from Sohan out of which he ape ieee on z m 
i remaini i some funds 0 anisa are alwe i 
fant Ihe remana ee, m the is However, at the time of closing the books he 


Personal use of the cashiers, th 127 
& 


Scanned with CamScanner 


7 ee 
a — ` 
n 


n oo 


s up the deficiency. Sometimes, when p, 


. make ‘ x ROPA z . 
enters the cash received from the last person and dits the person’s account, ip 


falls short of funds he debits discount or bad debts account and cre 
order to make up the deficiency in cash. 

In this manners, the amount embezzled is transferre commi 
to an end only when the fraud is detected or when the person 


2.19 Teeming and Lading and The Auditor, is very difficult to detect, he 

This method of fraud is usually adopted by cashiers only and is y Lome 
the auditor should always keep the following points in mind: ‘er the dountertoils orcad 

(1) The auditor should examine the entries in the cash book 1 wards the dates üii 
copies of receipts issued for amounts received, with special emphasis to k. Thi il j 

(2) He should vouch the cash book with reference to the bank pass book. This will bring t 


light whether the cash and cheques received have been deposited into the banks on the same day 
or not. 


d from one account to another, and Come: 
tting the fraud runs away 


(3) He should tally the bank pay in slip with the enteries in the Cash Book and Petty Cash 
Book. In this content special emphasis should be laid on dates and he should satisfy himself that 
there has been no teeming and lading. If there is a difference between the receipts in the petty cash 
book and the amount deposited into the bank, then the reasons for the same should be investigated. 

(4) To ensure that there has been no splitting of the cheques received and deposited into the 
bank should be checked with reference to the personal accounts of the debtors. 


(5) In relation to bad and doubtful debts the auditor should ensure that the same have been 
approved by a responsible officer. 


(6) By undertaking direct correspondence with various debtors he should ask for their copy 
of accounts and tally the same with the balance in their account in the 1 


edger. During the year, cash 
should be checked by a responsible officer at random intervals. 


2.20 Disadvantages of Teeming and Lading 

(1) Fraud committed by this technique results in loss of interest to the organisation. 

(2) There is a decrease in the working capital of the organisation 

(3) It increases the audacity among employees to commit fraud 

(4) Sometimes, the cashier is unable to make good the morenen 

5 m an sult 
of which he resorts to other manipulations in e to hide his fai oF Ieee hs aie 


leaves the organisation. 
Questions 


I. Long Answer Type Questions 


1. “Vouching is the backbone of 
of this statement... 


Auditing”. Discuss the importance of vouching in the light 
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